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BOLIVIA: KEY ECONOMIC INDICATORS 


(Money values in millions of dollars except where noted) 


% Changes 
1983 1984 1985 1985/84 


Exchange Rates (Pesos per U.S.$) 
Exchange Rate (Year End) 500 


Exchange Rate (Year Average) 230 


9 ,000 
1,704 


1,692,000 
689 ,362 


=93..5 
-99 .8 


National Accounts 

GDP-real at 1980 prices 
GDP-real per capita 450 423 408 
GDP-nominal 3,370 3,400 3,525 
GDP-nominal per capita 552 540 536 
Unemployment rate (%) it%3 12.9 18.0 


2,748 -1.7 
-3 .6 
+3 .6 
-0.1 

+39.5 


2,664 2,619 


Industrial Production 


Natural Gas (value 762.1 741.3 702.3 -5.3 


Natural Gas (MCF) 

Crude Petroleum (value) 
Crude Petroleum (1,000 bls) 
Tin (value) 

Tin (metric tons) 

Other Minerals (value) 
Electricity (MMKWH) 


178,059 
263.3 
8,100 
207.9 

25,278 
179.4 
1,667.8 


Finance, Money and Prices 
Money Supply-Ml 

(billions of pesos) 175 
Consumer Price Index 


percent increase 328.5 


Trade and Balance of Payments 
(2) Total Merchandise Exports (CIF) 


(2) Exports to the U.S. (CIF) 

(2) Exports to the U.S., % of total 

(3) Exports of Natural Gas 

(4) Exports of Tin 

(4) Exports of Other Minerals 

(2) Total Imports (CIF) 

(2) Imports from the U.S. (CIF) 149.5 

(2) Imports from the U.S. % of total 25.4 

(1) Current Account Balance (net chg)-155.2 

(1) Capital Account Balance (net chg)-452.1 

(1) Balance of Payments (net chg) -476.7 

(1) Central Bank Foreign Exchange 
Gross Reserves 

(1) Central Bank Net Reserves 

(5) External Public Debt 

(1) Debt Service Ratio (actual pmts) 

(1) Debt Service Ratio (actual debt) 


817.9 
169.8 

20.7 
378.2 
207.9 
139.4 
589.1 


246.1 
-41.4 
3,316.3 
39.8 
110.3 


Sources: 

(1) Central Bank of Bolivia 

(2) National Institute of Statistics 
(3) National Petroleum Company (YPFB) 
(4) Ministry of Mines and Metallurgy 
(5) IMF 

(e) Embassy Estimates 


173,210 
247.7 
7,621 
185.7 

19,170 
136.7 
1,646.4 


3,295 


2217 52 


801.3 
144.0 
18.0 
375.7 
247.9 
115.7 
491.6 
104.2 
21.2 
-168.8 
16.0 
-114.0 


333,51 
107.0 
3,344.3 
44.6 
145.4 


164, 106 
231.9 
7,248 
190.9 

16,350 
110.5 


-5.3 
-6.4 
-4.9 
+2.8 
(e)-14.7 
(e)-19.2 
-1.1 


1,629.2 


206,003 +6,151 


8,170.5 


662.8 
N/A 
N/A 

372.6 

186.6 

77.1 

551.9 
N/A 
N/A 

-248 .6 
-207.0 
-298 .6 


269.9 
137.2 
3,401.2 
56.9 
PES 





INTRODUCTION AND OVERVIEW 


The Bolivian economy suffered through another year of negative economic 
growth and hyperinflation in 1985. President Victor Paz Estenssoro, who 
assumed office on August 6, 1985, implemented a comprehensive economic 
program to reverse the massive deterioration in the economic infrastructure. 
This market-oriented program, which deregulated exchange rates, interest 
rates and prices and liberalized export and import policies, has yielded 
some positive short-term results. The hyperinflationary spiral has thus far 
been contained and the peso/dollar exchange rate has stabilized. 


Despite the government's impressive efforts at economic reform, recent 
events, such as the collapse of the international tin market and the sharp 
drop in international petroleum prices, place additional constraints on 
future recovery. The outlook for 1986 will be marked by continued austerity 
for the majority of the Bolivians and a continued downturn in key economic 
indicators. Nonetheless, the government is cautiously optimistic that 
implementation of these economic reforms will improve economic performance 
toward the end of 1986 and in 1987 and pave the way for sustained recovery. 


GROSS DOMESTIC PRODUCT (GDP) DECLINES 


The Bolivian economy continues to suffer from its worst economic crisis in 
50 years. In 1985, the Bolivian economy contracted GDP is estimated to have 
declined by 1.7 percent. Thus, in each of 5 consecutive years real GDP 
has fallen for a total decline of 11 percent and a total per capita GDP 
decline of about 23 percent. The only sectors to register positive growth 
in 1985 were agricultural, commerce, and construction. The agricultural 
sector expanded by 3.1 percent, though it still remains 10.3 percent below 
1982 levels. Construction grew at a rate of 2.6 percent, primarily due to 
the start-up of a $100 million IDB-financed project to build a new 
Cochabamba~Santa Cruz highway. Nonetheless, construction remains 20.6 
percent below levels registered in 1980. The manufacturing sector suffered 
another depressed year declining by 9.2 percent and is now 25.2 percent 
below the value recorded in 1982. The mining/hydrocarbons sector registered 
negative growth (11.9 percent) for the fourth consecutive year. 


The export sector experienced the largest decline (17.3 percent). This was 
primarily due to a 27.6 percent decline in mineral exports. Continued 
depressed international mineral prices and the collapse of the international 
tin market in October were mainly responsible for this decline. 





Because of agricultural losses caused by floods early in 1986 and the 
general stagnation of the economy resulting from an austerity program, GDP 
may decline slightly again in 1986. 


ECONOMIC STABILIZATION PROGRAM 


On August 29, 1985, the newly elected government of Victor Paz Estenssoro 
announced the implementation of a shock anti-inflationary economic 
Stabilization program in order to overcome the problem of hyperinflation 
which had reached a peak of 23,000 percent as of September 1985. The new 
program called for the establishment of a floating, flexible exchange rate 
system, legalized the parallel market exchange rate, and permits the Central 
Bank to buy and sell dollars in the daily auction. The official peso 
exchange rate was initially devalued from 75,000 pesos per U.S. dollar to 
1,050,000 pesos per dollar, a drop of 93 percent. By November the peso had 
moved to 1.7 million per dollar. It dropped briefly to about 2.7 million 
pesos per dollar in January, but recovered to about 1.9 million pesos per 


dollar in February. It has retained this last value since then ( 5 
consecutive months). 


The economic program also called for a freeze on public sector wages, but 
permitted management and labor to determine private sector wages through 
collective bargaining. Prices were completely deregulated with the 
exception of utilities and gasoline which was pegged at 30 cents U.S. per 
liter ($1.15 per gallon), a ten-fold price increase. The profits on the 
State petroleum monopoly's (YPFB) gasoline sales have been financing 75-80 
percent of the government's current operations. The remainder is financed 
by customs and tax collections. Commercial bank lending rates (peso and 
dollar) were deregulated, and interest rates on deposits were increased to 
levels which are sufficient to attract some savings. The program contained 
specific reforms for the public sector enterprises including regional 
decentralization of YPFB, the Bolivian Development Corporation (CFB), and 
the Bolivian National Mining Corporation (COMIBOL). Finally, the program 


"“redollarized" the economy allowing for free, unhampered commercial use of 
U.S. dollars. 


The new government's free market approach and austere economic policies have 
borne fruit. From October through mid-December 1985 the economy experienced 
its longest period of relative peso and price stability in over 4 years. 


Following a 3 week bout of renewed inflationary pressures in December 


and January due to temporary monetary expansion, the Bolivian economy again 
settled down. While 1986 is likely to be another difficult year for the 
Bolivian economy, continued implementation of the economic program should 
begin to rectify major imbalances in the economy and permit modest recovery 
in 1987. The short-term fiscal deficit reduction measures of the economic 
stabilization program included devaluation of the peso, reform of the import 





tariff system, pegging of gasoline prices to real world levels, and a public 
sector wage freeze. The Embassy estimates that these measures have reduced 


the annual fiscal deficit as a percentage of GDP from 28 percent to 12 
percent. 


Follow-up medium term measures to further reduce the fiscal deficit are 
already in the process of implementation. The government has reduced the 
number of public sector employees by approximately 17,000, including major 
employee reductions in the public sector ministries, Central Bank, COMIBOL, 
and the public educational system. Initial implementation of customs reform 
and a tax reform law passed by Congress in May should significantly expand 
the government's revenue base. Moreover, the approval by Congress of a 
fiscal budget for 1986 (the first fiscal budget to be presented in four 
years) should improve the government's ability to manage expenditures. As a 
result of all of the actions, the IMF board approved a Bolivian letter of 


intent and formally instituted a stand-by arrangement with Bolivia on June 
20, 1986. 


FOREIGN DEBT 


The Bolivian Central Bank estimated total disbursed external public debt at 
$3.4 billion as of December 31, 1985. While no accurate data for private 


sector foreign debt are available, the Central Bank estimates this debt to 
be roughly $600 million. 


Of total public Sector debt, roughly $1.7 billion is owed by the central 
government. An additional $800 million is owed by the public. sector 
enterprises. The remaining $900 million is owed principally by government 
banks and local governments. Of the public sector enterprises, the Bolivian 


State Petroleum Company (YPFB) is the largest debtor with a total debt of 
$260 million. 


By international creditor the public debt is as follows: 


(a) Multilateral financial institutions - $942.3 million (25.7 percent) + 
(b) Bilateral government-to-government - $1.9 billion (51.6 percent); 
and 


(c) International private banks - $833 million (22.7 percent) 


Among the multilateral institutions, the most important creditors include 
the Inter-American Development Bank ($470 million) and the World Bank 


($206.8 million). The chief bilateral creditors in order of importance are 
Argentina, Brazil, United States and Japan. 


Bolivia's debt service ratio as a percentage of total exports in 1985 was 
151.5 percent. In terms of actual payments, Bolivia paid $377 million or 





56.9 percent of total exports. Of the debt service due in 1985, 26 percent 
was owed to multilateral institutions, 46.4 percent to bilateral creditors 
and 27.6 percent to private credits lacking official guarantees. Of the 
arrearages accumulated, approximately 80 percent were owed to the 
international private banks. Bolivia has not made any payments of principal 
or interest on its debt to foreign private banks since April 1984. 


Bolivia's massive debt obligations (in terms of percentage of exports) 
require rescheduling of its bilateral and foreign private bank debt. The 
Current government has made public its intention to renegotiate its 
bilateral debt through Paris Club arrangements. Also, formal talks were 
Planned for July 1986 to determine with representatives of the private banks 
a framework for rescheduling of this portion of the debt. 


INFLATION 


Since 1982, government attempts to finance a large fiscal deficit through 
expansion of the money supply resulted in hyperinflation and sharp drops in 
the value of the peso in dollar terms. At the end of September 1985, 
hyperinflation reached a peak of 23,000 percent on an annual basis. 
According to data published by the National Institute of Statistics the 
consumer price index (CPI) rose by 8,170 percent during 1985. The austere 
anti-inflationary economic policies implemented by the Paz Estenssoro 
government succeeded in halting runaway inflation which dropped to only 94 
percent on an annual basis during the fourth quarter of 1985. Successful 
government efforts to control money supply growth have held inflation to an 
annual rate of 20 percent for the most recent quarter (March 1 - May 3l, 


1986). We expect the government to continue to control expenditures and 
inflation. 


BALANCE OF PAYMENTS 


A highly overvalued peso during the first eight months of 1985 with frequent 
labor strikes and the collapse of the international tin market in October 
constituted the primary factors contributing to a 17.3 percent decline in 
merchandise exports. Nonetheless, despite a 12.3 percent rise in imports 
Bolivia maintained a positive current account balance of $110.9 million. 
Bolivia's single largest export is natural gas to Argentina. Natural gas 
exports declined only slightly in 1985 and at $372.6 million represent 56 
percent of total exports. Bolivia recently renegotiated its contract for 
natural gas sales to Argentina at a price and volume that will reduce hard 
currency foreign exchange receipts by $61 million to $125 million in 1986. 


The total value of the 1986 contract, including tied trade credits, is $347 
Million. 





Exports of minerals (40 percent of the total) are second only in importance 
to gas sales. The Paz Estenssoro government's creation of a realistic, 

market-determined exchange rate in August 1985 provided a badly needed 
incentive to this critical sector of the economy. Nonetheless, the collapse 
of the international tin market in October 1985 and continued low world 
mineral prices contributed to a 27.5 percent drop in mineral exports in 1985. 


The implementation of a free market policy in August 1985 spurred an 
increase in total imports. Capital goods imports, which increased by 6 


percent in 1985, represent the largest single source of imports followed by 
imports of raw materials and intermediate goods. 


Despite the removal of exchange controls, large-scale contraband imports 
continue to flow into the Bolivian economy. The bulk of these unofficial 


imports are consumer goods (liquor, cigarettes, electronic goods, luxury 
items), and some clothing and food staples. 


The capital account continues to be negative ($207 million) due to a decline 
in financing from foreign government sources and the increasing reliance on 
international economic support to finance the _ balance. Government 
initiatives to reschedule a portion of its external debt and attract foreign 


Private direct investment could improve the capital account picture in late 
1986. 


MINERALS AND HYDROCARBONS 


While the minerals and hydrocarbons sector accounts for over 95 percent of 


total export value, it represents only 12.6 percent of gross domestic 
Product. 


During 1985, the mining sector suffered severe reductions in output. 
Bolivia's minerals production declined in value from $322.4 million in 1984 
to $301.4 million in 1985. The combination of reduced world prices, man 
hours lost due to labor strikes, and lack of foreign exchange needed to 
import new machinery and spare parts caused the deterioration in this sector. 


The situation for Bolivia's most important mineral (tin) continues to 
deteriorate. Tin production declined from 25,278 metric tons of fine tin 
concentrates in 1983 to only 16,350 metric tons in 1985. The collapse of 
the international tin market in October 1985, while modestly affecting 
exports in 1985, should have a profoundly negative impact in 1986. 
Bolivia's tungsten production declined by 14 percent. As a result, Bolivia 
moved from third to fourth position among world tungsten producers. 
However, Bolivia managed to retain its place as the world's leading producer 
of antimony despite a 12 percent drop in production in 1985. While gold 
production is estimated to have increased by more than 30 percent, the bulk 
of this yield reportedly leaves the country as contraband. 
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The economic stabilization program of August 1985 called for the regional 
decentralization of the debt-ridden COMIBOL. The government has postponed 
implementation of this reform plan due to technical difficulties in 
overhauling COMIBOL's structure and the collapse of the tin market. 
Nonetheless, the government is committed in 1986 to drastically reduce 
COMIBOL's work force which employs roughly 40 percent of the nation's miners. 


Bolivia has large untapped reserves of lithium and potassium salts. 
Nonetheless, a call for bids for concessions to exploit these two minerals 
awaits congressional approval of the terms of reference. 


Natural gas continues to be Bolivia's largest export earner. In addition to 
the Argentine contracts, the Paz Estenssoro government is trying to 
negotiate an arrangement with Brazil that would justify the long delayed gas 


Pipeline to that country. There has been a recent increase in Brazilian 
receptiveness. 


While Bolivia has not been a net exporter of petroleum crude since 1984, it 
expected to export about $7 million worth of crude in 1986 because of a 
decline in domestic consumption caused by the gasoline price increase. 
During 1985 YPFB's domestic sales of gasoline and other petroleum products 
Stood at the equivalent of roughly $20 million per month and represented 
over 50 percent of total public revenues. 


AGRICULTURE 


Agriculture is the most important sector of the Bolivian economy. It 
accounts for 19.6 percent of GDP and employs over 50 percent of the labor 
force. During the past 2 years, Bolivian agriculture has rebounded from 
the harmful effects of droughts and floods caused by the El Nino climatic 
condition in 1983. The principal agricultural crops are coffee, soybeans, 
corn, sugar, rice, and potatoes. Meat production is also important, 
accounting for about 4 percent of GDP. The combined volume of output of 


the agriculture, forestry, and fishing sector increased by 3.1 percent in 
1985 to the highest level since 1982. 


Bolivia's principal agricultural exports are coffee and _ sugar. The 
reduction in the U.S. sugar quota, coupled with loss of its export market 
share in neighboring Peru and Chile, caused a substantial decline in sugar 
exports from $6.6 million in 1984 to $1.8 million in 1985. Coffee exports, 
however, increased by 100 percent to $13.8 million in 1985. Recent floods 
throughout the country have reduced crop plantings of rice, soybeans, and 
other cash crops. This may cause a decline in agricultural output in 1986. 





INDUSTRY 


Manufacturing output is estimated to have declined by more than 40 percent 
since 1980 and is operating at no more than 50 percent of capacity. 
Currently, the manufacturing sector contributes 10.4 percent of GDP. Over 
60 percent of this production is in the form of non-durable consumer goods 
Such as food, beverages, tobacco, and coffee. Handicrafts and hydrocarbons 
products account for most of the remainder. 


During 1985, Bolivia's manufacturing sector was plagued with 40 days of 
labor strikes and stoppages. The severe shortage of foreign exchange and 
limited availability of imported raw materials and intermediate goods also 
hampered manufacturing output. Finally, the continued growth of contraband 
imports of manufactured goods has further restricted manufacturing activity. 


The Paz Estenssoro government's policy of permitting private sector 
Management and labor to determine wages through free collective bargaining 
has been a plus for manufacturers. Nonetheless, the sharp drop in wages of 
public sector employees (about 25 percent of the non-agricultural work 
force) has depressed demand for manufacturing output. This trend is likely 
to continue through most of 1986. 


BANK ING 


During the last 5 years, economic conditions in Bolivia have diminished 
the importance of the banking system in channeling funds towards productive 
investment. The steady development of a modern financial system in the 
1960's and» 1970's ended in the early 1980's with a sharp decrease in the 
real volume of commercial bank transactions. In 1982 real bank balances 
began to decline dramatically due to revocation of laws’ allowing 
dollar-denominated accounts and the increasingly negative real rates of 
interest in the face of rising inflation. In the period 1980-1984, the 
commercial bank deposit base collapsed from the equivalent of $401.7 million 
to $41.8 million. During the same time frame, demand deposits, as a 
percentage of the money supply (M-1), declined from 47 percent to 25 percent. 


In an attempt to restore incentives to the financial system, the new 
government in August 1985 deregulated commercial bank lending and deposit 
rates and restored dollar-denominated accounts. These market oriented 
policy measures, which enabled banks to charge positive rates of interest, 


resulted in a 22 percent rise in deposits in 1985, all concentrated in the 
last four months of the year. 


Partly as a result of recessionary economic conditions and relatively high 
bank lending rates, the commercial banks remain in a precarious state 
because of the still relatively low volume of deposits. In early 1986, 
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commercial banks attempted to streamline operations by reducing employment 
levels and closing unprofitable branches. As of June lending rates had 
dropped significantly, and this could provide some impetus for the beginning 
of economic recovery later in the year. 


IMPLICATIONS FOR UNITED STATES TRADE 


The Bolivian economy remains dependent on imports. The import substitution 
program introduced by previous governments has totally failed. Most of the 
old and new industrial plants still must import 90 percent of their raw 
Material requirements. As mentioned above, the exports needed to obtain 
foreign exchange have declined sharply. However, the Central Bank has been 
able to provide a sufficient amount of foreign exchange to importers through 
daily auctions, and millions of dollars are obtained by importers in the 
parallel exchange market. Although the economic stabilization program 
includes a free market import policy, large scale contraband imports 
continue to enter the country primarily from Brazil, Argentina, and Chile. 
Automobiles, luxury items, electrical appliances, and other consumer goods 
form the bulk of these unofficial imports. The mining and oil industries, 
traditionally the most important export sectors in Bolivia, will decrease in 
importance due to reasons explained above. Nevertheless, imports of oil 


field equipment and mining machinery will remain sizeable in terms of dollar 
value. 


The agribusiness sector will increase in importance because of a number of 
new projects and activities and because of reasonable financing readily 
available from USAID, the World Bank, and the Inter-American Development 
Bank (IDB). As a consequence of development in this sector there will be a 
need for new production technology, especially for modern food processing 
Plants and food packing and canning machinery. The principal agricultural 


equipment requirements will include storage equipment such as silos, farm 
freezers, and food containers. 


The development of the agribusiness sector will also require construction of 


some basic infrastructure such as new roads, railroad expansion, and 
rehabilitation of air transportation services. 


Other areas which will provide significant opportunities for U.S. exporters 
include pharmaceutical products and medical equipment as there are a number 
of new government-owned and private hospitals under construction in La Paz, 
Cochabamba, Santa Cruz, and Tarija. General surgical instruments and 
supplies, X-ray equipment, electromedical apparatus, anesthesiology 
equipment, and cardiac valves will have the greatest potential. Imports of 
computers will grow rapidly. Although heretofore a relatively undeveloped 
Market, computers are becoming very popular and increasingly a common 
necessity. U.S. computer equipment is especially competitive and almost 
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unrivaled in the Bolivian market. Other exports with good potential in 
Bolivia depend on the implementation of the following major-projects that, 
although considered to be of development importance to Bolivia, in most 
cases lack financing. 


RURAL ELECTRIFICATION: Electrification of Bolivia's central, eastern, and 
western regions, which will provide electricity to rural areas, is still 
underway. Interconnection systems will link the regions. The third phase 
of this project is estimated to cost $80 million, and lacks financing. 


SAN ROQUE GAS FIELD DEVELOPMENT: This involves the development of YPFB's 
gas field located in Tarija. This field will have an estimated production 
of 200 tons of LPG and 5,000 barrels of condensate per day. The project 
value is estimated to cost $80 million. IDB is interested in providing 
financing. 


LITHIUM/POTASSIUM PROJECT: In February 1985, a state agency called the 
Industrial Complex of the Evaporitic Resources of the Salar de Uyuni 
(CIRESU) was created to oversee the exploitation of the brines and salts of 
the largest salt flat of the Central Andes salt basins. The Salar de Uyuni 
is a smooth flat basin covering an area of 9,000 square kilometers with 
resources calculated at 5 to 9 million metric tons of lithium content, 110 
to 120 million metric tons of K20, and 3.2 to 6.0 million metric tons of 
boron. Bolivia's lithium resources at Uyuni have doubled the known world 
lithium reserves. A complete feasibility study has not been accomplished as 
yet, and CIRESU will be calling for bids by the end of 1986. The cost of 
the project is estimated at $200 to $220 million. The project lacks 
financing. 


TELECOMMUNICATIONS: This project involves implementation of the extention 
of the telecommunications net and the DOMSAT (Domestic Satellite 
Communications) project. The total cost is estimated at approximately $78 
million. Although the government has declared this project to be of 
national interest, it lacks financing. Recent calls for bids on the Santa 


Cruz-Puerto Suarez microwave link required that financing proposals be 
included. 


SANTA CRUZ-SAO PAULO PIPELINE: The engineering study for this project was 
completed in August 1982. The World Bank is presently considering financing 
the project. The project value is currently estimated at approximately $1.8 
billion. Implementation will require an affirmative decision by Brazil to 
proceed with a long-term gas purchase commitment. 


COMIBOL REHABILITATION PROJECT: This project involves the purchase of new 
equipment for the 14 mining centers of COMIBOL and includes social projects 
such as hospital construction, housing, etc. The project value is $500 
Million, but lacks financing. Implementation of this project will be 
subject to a final decision on the regional decentralization of COMIBOL. 
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GOLD PROJECT: The government will carry out this project through COMIBOL. 
The objective is to mine 10 metric tons of gold per year. Exploration and 
exploitation (placer) equipment will be purchased. Investment financing of 
about $100 million is required. 


THE YACUSES CEMENT PLANT: The embassy estimates that the Yacuses Cement 
Plant in Santa Cruz will cost $105 million and will have an initial 
production capacity of 150,000 metric tons per year. A final decision by 
the IDB on financing, as well as the date for the call for bids, is yet to 


be determined. The project is on hold until Bolivia obtains the IMF 
stand-by. 


RIO GRANDE AND ROSITA IRRIGATION PROJECT: The feasibility study for this 
project was completed by the U.S. firm, Overseas Bechtel Inc., in March 
1982. The project is located in Santa Cruz. The value of this project is 
about $400 million, but the project presently lacks financing. 


SEVARUYO CEMENT PLANT: This is a turnkey project for a 200,000 metric tons 
per year cement plant. One hundred percent financing is a requirement, 
although the project office is willing to discuss alternatives. These may 
include but are not limited to (a) local contribution of 20 percent of the 
project's total value, and (b) joint venture operation. Total cost of the 
project is estimated at $80 million. 








